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BASIC IN BUSINESS ECONOMICS I 
BY URBANO BEHANGANA I' 
I 
Basic from base - very important aspects 
Business idea every business comes out of an idea. Business are started by 'I 
men and women who see that people want to buy a particular product or 
service (market). I' 
• What product /service to sell 
• Who to sell too (Private/other business) 
• How your business is going to sell its products or services 
Retailers
 
Wholesalers
 I 
Direct customer II
, I 
• Which need your business will fulfill for the customers
 
WHAT IS ECONOMICS?
 
The classical economists defined economics as the "Science of accumulation ofwealth". 
In 1935, Robbins defined economics as a science which studies the relationship between 
ends and scarce means which have alternative ends. 
Needs (insantiable) ENDS 
SCARCE MEANS Resources (Scarce)
 \
 
Economics therefore tries to look at the economic problem and suggest solutions. These, 
solutions are then used to make policies by Government. 
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,I A. THE IDEAL SITUATION (UTOPIA) 
1 Enough resources to cover all human needs. 
;1 
(REALITY)THE REAL SITUATION B. 
In reality, the situation in A does not exist. E.g. what is 
"
r . 
;1
 
• An ideal man? 
• An ideal woman? 
• An ideal vehicle? 
• An ideal everything??? 
I	 RESOURCES 
',1
 A resource is anything that is of value to man. Thus, resources become, they are not,
 
I 
I. e.g. a resource to one person may be a non resource to another e.g. some people eat 
snakes while others don't, some people eat some fish species while others don't for 
various reasons. 
1 
TYPES OF RESOURCES 
I 
(a)	 Natural Resources 
Renewable (e.g. fish, plants, water etc.) 
I 
...
 Non-renewable (How?) (e.g. oil)
 
(b) Man-made resources (Human Resources). 
I 
I 
I: 
I: 
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NATURAL RESOURCES I 
These are resources which were made by nature e.g. water, land, forests, fish etc. I 
HUMAN RESOURCES I 
These may be :- Mental e.g use of our brain 
Physical e.g. use of our hands 
I.··· 
Human resources may include:­ I 
• Manufactured aids to production e.g. tools, machinery, buildings etc. 
• Resources provide man with factors of production and the things produced are called 
COMMODITIES. I,' 
COMMODITIES: - Tangible things (goods) I'Intangible thins (Service), e.g Education, skill etc. 
I. 
Compare Good - bad)
 
Service disservice) Show value
 
The act of making commodities is .called PRODUCTION and the act of using them to I 
satisfy our wants is called CONSUMPTION.
 
Economics is a social science because it studies and predicts human behaviour.
 
*The fact that Resources are scarce and human needs are insatiable/endless, then the
 
economic problem comes about. 
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BASIC PROBLEMS OF ECONOMICS 
There are three basic problems of economics namely:­
• Scarcity 
• Choice 
• Opportunity cost 
These can be illustrated using a production possibility curve/frontier 
7 
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Eg. Fish (kgs.)
 
This shows the combinations of two commodities over can have using fixed resources 
e.g Assuming one needs sugar and fish and you have a fixed amount of money. The 
production possibility curve illustrate the following:­
1.	 SCARCITY A combination of Mcannot be reached i.e. beyond 
one PPF 
2.	 OPPORTUNITY COST - By having more sugar, you forego fish. (Can't eat 
your cake and have it at the same time). 
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3. CHOICE 
I 
IIllustrated by the need to choose between sugar and 
fish. I 
Note the implication of these 3 problems of economic production e.g. scarce of money, Iland, vehicles, boats, planting material. Maximization and under-utilization of resources. 
IIThe PPF also illustrate 
1,1 ·1
'I,Efficiency in production - all resources used. 
Inefficiency in production - some resources not utilized. 
ECONOMIC QUESTIONS 
Economic questions arise because scarcity of resources, They are faced by all
 
economies although they are answered differently. (This could be one reason why we
 
cannot be equal in terms of economic well being).
 
These questions must be answered so as to take the right decision (Choice). Some of 
these questions are:­
How to produce: Use manpower (labour) or machines etc. • 
For whom to produce: Direct customer, wholesaler etc. In capitalistic economies, 
.::.. • 
it is determined by the price mechanism. 
When to produce: Now or in future? • 
Where to produce: Locate business near source of raw materials or near the• 
market 
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ECONOMIC SYSTEMS AND PROPERTY REGIMES 
An economic system refers to an institutional organization which defines the ownership 
and utilization of resources, Fishery resources could be owned and utilized under three 
basic economic systems namely:­
1. FREE ENTERPRISE ECONOMY/CAPITALISM 
This is an economic system where resources are owned privately/individuals. 
These are then responsible for taking all the economic decisions, Because of the 
fact that in this case, people have the right to decide on the use of the resource 
(except destructive uses), the exploitation regime is deemed private property. 
2. STATE/CENTRALLY CONTROLLED ECONOMY 
If resource users have the duty to observe rules and nonns of use/access 
determined by a Government Institution that has the right of its management, then 
the economy is referred to as a centrally controlled economy or socialism. The 
extreme case of socialism is communism. 
3. MIXED ECONOMY 
In: this case, some. resources· are owned by the state and others by private 
individuals. In practice, all economies are mixed. Thus classifying one economy 
as capitalistic or socialistic depends purely on the extent of Government 
intervention in making decisions. 
Note: - Common property regime/open access property regime e.g. 
outer space, some water bodies. 
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ECONOMIC AGENTS 
Economics is about the behaviour of people. Economic agents are the decision taking 
units in an economic system. 
Theyare:­
HOUSEHOLDS 
People who live under one roof and who take joint financial decision. They are the 
owners of factors of production and the users of goods and services. 
FIRMS 
These are units which employ factors of production to produce goods and services - to 
sell to households or other firms or to Government. 
CENTRAL AUTHORITIES/GOVERNMENT 
Has the legal/political power to control households + firms. They regulate, stabilize and 
control the economy. 
MICRO-ECONQMICS AND MACRO - ECONOMICS 
These are parts of economic theory and help in the analysis of any economic system. 
Micro-economics analyses small economic groups e.g. price of one commodity, study of 
one firm etc. 
Macro-economics deals with aggregate behaviour e.g. total production of fish in Uganda, 
total income of people in Uganda etc. 
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l THE PRICE THEORY r
This is the study of prices. Price are relative values of good and services in terms of 
money at a particular time. Prices are determined in the market. 
,
, 
THE MARKET 
I This refers to the existence of buyers (demand). 
THE MARKET PLACE 
This is a physical area over which buyers and sellers negotiate the price of a well defined 
i' commodity e.g. Kitoro market, Owino market etc. In the market, sellers and buyers must "
communicate together and then determine the prices. In the market, prices of 
commodities are determined by. 
1. Haggling - This refers to negotiation/bargaining between one buyer and one 
I
 seller. The disadvantage is it is time wasting.
 
II 
2. Fixing of prices - here, buyers and sellers may come together to fix the price 
of a commodity. E.g. the price of coffee is fixed by the International coffee 
agreement. Prices may also be fixed by government. (Have you heard about 
people today demanding for this in Uganda?). I 
3. Sales Auction - this is where there is one seller and many buyers. Buyers 
I compete for the commodity by offering high prices. The commodity is taken 
by the highest bidder. 
4. Forces of demand and supply. II 
I DEMAND 
I,
, 
This refers to the desire, backed by the ability and willingness to have a commodity. 
I Effective demand is the actual buying of the commodity. 
·1I
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QUANTITY DEMANDED 
[ This refers to the amount of the commodity buyers are willing and able to purchase in the 
I market at various prices for period of time. 
r 
i DETERMINANTS OF QUANTITY DEMANDED 
I When investigating the effect of one determinant on quantity demanded, we assume other 
determinants to remain constant (ceteris paribus). These factors/determinants are:­
1. Price of the commodity 
, 
When the price of a commodity falls, more people buy more of it because: 
(a) People leave substitutes 
(b) More people join the market 
2. Prices of other commodities 
!', 
Prices of other commodities may increase or decrease the amount 0 
quantity demanded or keep it constant. There are two types of "other" 
commodities:­
iI, . 
(a) Substitutes - this is where two commodities can be used to satisfy 
the same demand e.g. meat and fish. If the price of meat increases, 
then the amount of fish purchased will increase and vice versa. 
I j 
(b) Compliments; these are commodities that are jointly demanded e.g. 
I petrol and cars, canoes and nets etc. 
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3.	 lncomes 
The rise in incomes is expected to increase the quantity demanded. 
Normal goods 
Necessities 
Priority demand 
Inferior goods 
Incomes 
4.	 Tastes and preferences - depends on the age, sex, cultural, education, 
religion e.g. in certain rearing areas of Uganda, eating fish in a taboo. 
5.	 Size of the population - More people means more consumers 
6.	 Future expectations e.g. price rises. 
THE DEMAND CURVE 
This is the graphical representation of the demand schedule. It is drawn on the 
assumption that the higher the price the lower the quantity demanded and vice versa other 
factors remaining constant. 
. 
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A demand curve 
r 
i I Practically can the DD curve touch the X D Iand Yaxis?? ----, I 
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, I 
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I I I 
i Quantity demanded 
The Law of demand: States that the lower the price, the higher the Quantity demanded, I 
other factors held constant. 
SUPPLY 'II
Quantity supplied refers to the amount of commodity which producers are willing to 
bring to the market at various prices per period of time. Factors affecting the Quantity I 
supplied of the commodity. 
1. Price of the commodity 
2. Price of the commodities / substitutes 
complements 
3. Level of technology 
4. Prices and availability of factors of production 
5. Goals of producers 
6. The number of producers 
7. Climate in case of Agric. (envital factors)
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8. Government policy taxation 
<subsidization 
THE LAW OF SUPPLY 
It states that the higher the price, the higher the quantity supplies and vice versa, other 
factors remaining constant. 
THE SUPPLY CURVE 
s 
s 
Price 
Quantity 
. .. ":: • ' , " .. 
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